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Foreign Exchange Control Board 


Ottawa, March 1, 1949. 
LbHEtion ). GoABBORTAK:. OL .M-RP;. 
Minister of Finance, 
OTTAWA. 


DEAR SIR, 

In accordance with the provisions of the Foreign Exchange 
Control Act, I am submitting herewith a report of the opera- 
tions of the Exchange Fund Account for the year 1948. 
Annexed hereto is a statement of the assets and liabilities of 
the Exchange Fund Account as of December 31, 1948, with 
comparative figures for December 31, 1947 and a statement 
of the revenue and expenditure of the Account in 1948 with 
comparative figures for 1947. 


Changes in Canada’s Exchange Reserves 

At the end of 1948 the Exchange Fund Account held 
$401-3 million in gold and $574-5 million in United States 
dollars, a total of $975-8 million. In addition, $22-0 million 
in United States dollars was held in other Government of 
Canada accounts, making total official holdings of gold and 
United States dollars at the year end $997-8 million. The 
variations in holdings since the commencement of exchange 
control are shown below. 


TABLE I 


Canada’s Holdings of Gold and U.S. Dollars 
(millions of U.S. dollars) 


Other 
Exchange Fund Government Total 
Account and of Canada __— Private! 
Bank of Canada Accounts Gold and 
ee Cold U.S. dollars U.S. dollars U.S. dollars U.S. dollars 

Sept wei 193 Ope es 204-9 33-8 22-4 132 393-1 
TC Osees bl O99 eee cs 218-0 54-8 33-4 98 404-2 
Lg {Seber Od WE 0 a ae 136-5 172-8 20-8 2 Og 21 
Dec sot) fax! 135-9 28-2 23°53 == 187-6 
Weck 9311194208 2X 154-9 88-0 75-6 8 318-5 
Wees: 315.1943: 26): 224-4 348-8 76-4 = 649-6 
Dec. 31, 1944...... 293-9 506-2 102-1 re 902-2 
Dece 312.1945. 4.5. 2: 353-9 922-0 Zonk — 1,508-0 
Dew sl 1946. 536-0 686-3 22-6 — 1,244-9 
Dec 31,. 1947.2 vias. 286-6 171-8 43-3 —- 501-7 
Dec. 31, 1948...... 401-3 574-5 22-0 — 997-8 





1Exclusive of working balances. 
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Factors Affecting Official Reserves 


The year 1948 witnessed a very marked improvement 
in Canada’s reserve position. Official holdings of gold and 
United States dollars increased by $496 million. In 1947 they 
had fallen by $743 million. The relative importance of the 
various factors which collectively contributed to this extra- 
ordinarily large swing in our exchange position is indicated 
below. 


TABLE II 


Effect on Official Reserves of Major Items of Canada’s Balance 
of Payments, 1947 and 1948 


(millions of Canadian dollars) 


Current account: 1947 1948 Change 
Unitediptatess (cect eae —1,135 — 401 + 734 
Sterling’ area ise. 6.3 bce ce tae, EO ine 
Other countries, 2/2. 7 Ree Bee + 346 + 256 — 90 

+ 85 + 472 + 387 

Coutributions of official reluef......... — ~~ 38  — 49. 4 ig 


Capital account: 
Loans to United Kingdom and 


other Governments!.......... — 570 — 142 + 428 
Subscription to International 

Monetary Fund......... — 74 — + 74 
Government of Canada borrow- 

ingin Unttedsstates: 25 t7.140 eo a 
Other capital, excluding change 

in official reserves............ — 146 + 35 + 181 
Change in official reserves...... — 743 + 496 =++ 1,239 





1Gross, excluding loan repayments. 


The most important development in 1948 was clearly the 
reduction in our deficit on current account with the United 
States from $1,135 million to $401 million. This accounts for 
more than half of the total change of $1,239 million in our 
use of foreign exchange reserves. The factors contributing 
to the change in our current account balance with the United 
States are discussed in some detail later in this Report. 


Canada’s current account surplus with countries other 
than the United States was $873 million in 1948. Although 
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still very large, this surplus was $347 million smaller than in 
1947. This reduction in our surplus with countries other than 
the United States was, however, considerably less than the 
reduction in our deficit with that country. Consequently our 
current account balance with all countries increased from $85 
million in 1947 to $472 million in 1948. 


The changes in our current accounts with the United 
States and with the rest of the world, while offsetting, were 
both in the direction of balance. The increase in our overall 
current surplus in 1948 was therefore accompanied by a 
marked decrease in the degree of our bilateral disequilibrium. 
In view of the foreign exchange difficulties arising from the 
marked bilateral disequilibrium in our accounts, this develop- 
ment is to be welcomed. 


On the capital account, as Table II shows, the most 
significant change in 1948 was the reduction in the amount 
of credit extended by Canada to foreign countries. Three 
other developments in Canada’s capital account made appre- 
ciable contributions to the change from 1947 to 1948 in our 
use of exchange reserves. The payment of $74 million in 
gold to the International Monetary Fund in 1947 completed 
our subscription to that institution; there was therefore 
no similar payment in 1948. In 1948 the Government of 
Canada borrowed $150 million in the United States. Finally, 
the substantial capital outflow in 1947 resulting from the retire- 
ment of Canadian debtor securities held by non-residents and 
containing a United States dollar payment feature did not 
continue. This development was chiefly responsible for the 
substantial improvement in the “other capital’? item of 
Toole rt. 


This general summary of the main factors affecting © 
Canada’s foreign exchange position in 1948 would be incom- 
plete without specific reference to the important and helpful 
part played by the European Recovery Program, which went 
into effect in April 1948, in preventing a severe contraction 
in the level of our exports to countries participating in this 
Program and in maintaining our receipts of convertible 
exchange from our European trade. Our net current earnings 
of convertible exchange from the supply of goods and services 
to countries other than the United States in 1948 were not 
very greatly in excess of the 1947 figure; these earnings 
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amounted to $612 million in 1947 and $712 million in 1948.1 
However had the United States Government not come to the 
assistance of Western Europe, these countries would undoubt- 
edly have had to make drastic cuts in their imports from the 
Western Hemisphere, including Canada: when ERP 
went into effect the important trading countries of Europe 
were almost without exception near the end of their expend- 
able foreign exchange reserves. In the special circumstances 
prevailing in 1948, Canada would probably have been able to 
sell elsewhere a fair proportion of the goods which Europe 
would have been obliged to forego in the absence of American 
assistance. But the effect of this would have been to distort 
the normal patterns of trade and set back European recovery. 


Some General Tendencies Affecting World Trade 

It may be appropriate at this point to make some obser- 
vations of a general nature regarding certain tendencies which 
appear to be developing in the trading policies of some of the 
countries with which we have important trading relations. 
The United Kingdom and other countries in the sterling area, 
together with the continental nations and their dependent 
overseas territories included in the European Recovery 
Program, bought $1,292 million worth of goods from Canada 
in 1948 as compared with $1,448 million in 1947. Last year 
they absorbed over 85 per cent of Canada’s exports to coun- 
tries other than the United States. This group of countries 
has, with the encouragement of the United States, set for 
itself the target of achieving by 1952 “‘viability’’, i.e. a degree 
of balance in its dollar accounts which does not call for special 
financial assistance on the part of the United States Govern- 
ment. The magnitude of this task is illustrated by the fact 
that their dollar deficit in 1948 is estimated to be of the order 
of $6,000 million. 

In the main, a balance has to be achieved by the countries 
concerned increasing exports for which dollar payments can 
be secured, and by reducing imports or changing over from 
dollar to other sources of supply. The most desirable solution 
from every country’s point of view is of course an increase in 
exports. But it is evident that heavy reliance is being placed 


1These figures are derived from Table II and consist of our current account surplus 
with countries other than the United States less contributions of official relief and the 
gross amount of Canadian Government loans to these countries. The differences 
between these figures and net transfers of convertible exchange from overseas countries 
as shown in Table VI are equal to the net of other capital transactions with these 
countries and errors and omissions. i 





on a reduction in imports or a diversion of purchases from 
dollar to non-dollar countries. 

At the same time as these countries have restricted 
imports from the dollar area they have, by a variety of 
methods, attempted to develop trade with each other. In 
some cases the methods used have been primarily financial. 
Special arrangements, carried out in part with United States 
assistance under the auspices of the Organization for European 
Economic Cooperation, have been made to keep the countries 
within the group supplied with each other’s currencies, so that 
they might avoid the imposition of restrictions on imports 
from each other similar to those imposed on imports from the 
dollar area. An example of this type of arrangement is the 
provision by the United Kingdom of net sterling credits to 
other countries participating in the OEEC to a value of $280 
million against the receipt by the United Kingdom of an 
equivalent amount of ‘“‘conditional aid’’ from the United 
States. In addition to financial methods, a more direct tech- 
nique has been used to accomplish the result described— 
namely, bilateral trade deals in which the countries con- 
cerned agree to exchange specified quantities of certain com- 
modities on a basis which will produce a balance in trade. 
The prices at which commodities are exchanged in such 
bilateral deals are frequently considerably higher than those 
prevailing for similar goods outside the protected trading 
area. Moreover, the discriminatory restrictions imposed on 
dollar expenditures keep out competition from the Western 
Hemisphere while the special financial arrangements referred 
to encourage trade within the area. In these circumstances 
trade within the area takes place in many cases on the basis 
of higher prices than those prevailing outside the area. It is 
easier for countries within the protected area to buy from each 
other than from dollar countries because they are better 
supplied with each other’s currencies than with dollars, and 
it is more profitable for the individual producer in any country 
within the area to export to another country within the area 
than to dollar countries because better prices are frequently 
available. 

In view of the extraordinary dependence of Europe on 
imports from the Western Hemisphere in recent years and the 
special measures of assistance which have been required to 
finance the large dollar deficits, it is naturally desirable that 
the productive resources of the area receiving special assis- 
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tance should be developed and utilized as efficiently as 
possible. This, of course, requires that special dollar difficul- 
ties should not result in a throttling of trade which can be 
carried on economically within the area. It is, however, also 
important to recognize that there is a risk that the special 
measures taken to maintain and develop trade within this 
group of countries may have the effect of reducing their pro- 
ductivity as well as their capacity to earn dollars and so to 
balance their accounts in this desirable way. 

This risk is present because—as will be apparent from 
what has been said—trade within the group of countries con- 
cerned does not move entirely on the basis of competitive 
price and quality. The tendency for trade within the pro- 
tected area to take place at a higher level of prices than that 
prevailing for similar commodities in outside countries cannot 
fail, as has been noted, to make it more profitable for the 
individual producer in the countries concerned to sell within 
the area than in dollar countries. And a general consequence 
of the developments outlined is to raise the price and cost 
structure of the countries inside the area and so reduce their 
capacity to export to dollar markets. 

Canadian trade has already been adversely affected by 
the creation of this protected currency and trading area and it 
is not possible at this moment to foresee how serious these 
developments will be from our point of view during the next 
few years. As has been indicated above, the desirable method 
of dealing with Europe’s dollar problem would be for our 
customers who are short of dollars to restore their productive 
capacity and efficiency so that they are able to sell more goods 
to us and other countries in the Western Hemisphere. In 
this connection encouragement is to be drawn from the recent 
successful efforts of the United Kingdom to increase her 
exports to Canada. The performance of other parts of the 
sterling area and most other ERP countries is less encourag- 
ing, and there seems little doubt that competitive offerings 
would find Canada able to absorb larger quantities of goods 
from these countries than we are now obtaining. 

If efforts on the part of the sterling area and ERP 
countries in the direction of greater exports to dollar countries 
are inadequate or fail to solve their dollar problem, then it 
may be expected that these countries will continue to place 
special restrictions on imports from dollar countries. The 
countries whose exports are affected by these restrictions will 
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be confronted with the choice of finding some alternative use, 
at home or in other foreign markets, for the goods pre- 
viously exported to the dollar-short countries or making special 
arrangements in an effort to retain these markets. These 
arrangements could involve the provision of the exports 
without payment in foreign exchange, through the extension 
of grants or credits, or special deals in which the exporting 
country agreed to use the proceeds of its exports to take more 
goods from its dollar-short customers even though these 
goods were higher in price than had to be paid elsewhere. To 
make room for these relatively high-priced imports it would 
be necessary to impose discriminatory import restrictions. 


The situation outlined in the preceding paragraphs can 
hardly fail to have unsatisfactory repercussions on all coun- 
tries which have an important stake in world trade and in 
the development of non-discriminatory trading relationships 
among nations. It is therefore important that the risks 
involved should be recognized at an early stage. In addition 
to greater efforts being required on the part of ERP countries 
to develop and maintain dollar markets, it is also important 
that the dollar countries should give as much encouragement 
as possible to imports from these countries. The general 
objective should clearly be to maintain international transac- 
tions at a high level rather than to achieve a balance in dollar 
accounts through a network of restrictions and discrimina- 
tions. 


CANADA'S BALANCE OF INTERNATIONAL PAYMENTS IN 1948 


The overall surplus in Canada’s balance of international 
payments (exclusive of the export of goods financed by official 
relief contributions) rose from $47 million in 1947 to $453 
million in 1948. The 1948 figure was substantially higher 
than the $363 million current account surplus achieved in 
1946 and constituted the largest favorable balance ever 
achieved by Canada in a peace-time year. 


The Current Account with All Countries 


The principal elements in our international accounts with 
the world as a whole and with the areas of main economic 
significance are shown in Table III. Table [V below presents 
a summary of Canada’s balance of international payments on 
current account with all countries in 1947 and 1948. 
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TABLE IV 


Current Account Transactions with all Countries, 
1947 and 1948 


(millions of Canadian dollars) 








Other 
Commodity Current Official 
Trade Trans- Relief Total 
(adjusted) actions! Contributions 

1947: Credits (exports)....... 2423 1,023 = out40 
Debits (imports)........ 2 #535 1,126 38 3,699 
Net eredit.’.. 20. . + 188 — 103 — 38 + 47 
1948: Credits (exports)........ 3,030 1,109 — 4,139 
Debits (imports)........ 2,598 1 ,069 19 3,686 
Netcreditisid .20: + 432 + 40 —19 +453 

Sa in net credit, 1947 to 
1948.. ALAN aes, A +244 +143 +19 +406 





1Including new gold production. 


About three-fifths of the increase of $406 million in our 
current balance exclusive of official relief shipments is due to 
a larger surplus on commodity account and about two-fifths 
to the improvement in our balance on invisible items. The 
year 1948 was the first peace-time year in which we did not 
have a large deficit on invisibles. The change from 1947 was 
mainly in invisible transactions with the United States and is 
discussed more fully in connection with the 1948 balance of 
payments with that country. 

The considerable increase in the surplus on commodity 
account is due to a much larger increase in the value of exports 
than in the value of imports. Exports reached a figure in 
excess of $3,000 million and were higher in 1948 than in any 
previous year except the years 1943-45 when the totals were 
swollen by war goods. Imports, too, attained record levels. 
The increases over 1947 were however mainly the result of 
higher export and import prices. The available evidence 
suggests that the overall volume of exports in 1948 was about 
the same as in 1947 while the volume of imports was perhaps 
9% less. Since export and import prices seem to have risen 
in about the same degree between 1947 and 1948, the increase 
in the surplus on commodity account last year was not due to 
any appreciable extent to an improvement in Canada’s terms 


of trade. 
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The most important change in Canada’s commodity trade 
in 1948 was in the geographical distribution of our exports. 
The destination of Canadian commodity exports in pre-war 
and in recent years has been as follows: 


Other Other 
United United Sterling ERP Other 
States Kingdom Area Countries Countries 
1935-1939: 000: 37% 37% 10% 1% 9% 
RATE Pec ealay 39 28 13 12 8 
LOZ SES. eum OL 50 23 10 10 fi 


The increase in the importance of the United States as an 
export market which occurred in 1948 is very marked whether 
the comparison is made with 1947 or with pre-war years. 

The noticeable shift in the geographical direction of our 
exports in 1948 was not due to any marked change in the 
kind of goods we exported. Our exports continued to be 
largely the products of farm, sea, forest and mine, mainly in 
unprocessed or only semi-processed form. Our exports of 
manufactured goods have never been large relative to our 
exports of raw materials but the growing industrialization of 
Canada has encouraged the hope that there would be some 
lessening of our dependence on the export of a rather narrow 
range of raw materials and some increase in the relative 
importance of manufactured exports. In 1948 the trend was 
the other way: while expanded markets were found in the 
United States for a variety of Canadian manufactured goods, 
Canadian exporters of a wide range of such goods found them- 
selves shut out in whole or in part from an increasing number of 
overseas markets by the import and foreign exchange restric- 
tions of overseas governments. These restrictions did not 
alter very substantially the pattern of our 1948 exports, 
partly because the exports of a few types of manufactured 
goods were unusually large; but they are symptoms of under- 
lying conditions unfavourable to the development of broader 
and more diversified markets for Canadian exports in some 
overseas countries. 


The change in the destination of exports in 1948 was 
accompanied by an opposite change in the source of imports. 
The relative importance of the United States as a source of 
Canadian imports was substantially reduced in 1948 although 
we still took a larger proportion of our imports from that 
country than before the war. The source of Canadian imports 


has been as follows: 
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Other Other 


United United Sterling BEEP. Other 

States Kingdom Area Countries Countries 
£935-1939) 4. 61% 18% 11%), 6% 4% 
ie Ea 77 fj 6 3 7 
EES ae generar 69 11 7 3 10 


The main change in the composition of our commodity 
imports in 1948 was an appreciable fall in the volume of 
imports of consumers’ goods. The decline was concentrated in 
goods listed in Schedules I and II of the Emergency Exchange 
Conservation Act and in the autos, trucks and parts items of 


Schedule III. 


The Balance of Payments with the United States 


Table V below summarizes the current account with the 
United States in 1947 and 1948. 


TABLE V 


Net Balance of Current Account Transactions with the 
United States, 1947 and 1948 


(millions cf Canadian dollars) 


1947 1948 Change 
Commodity trade (adjusted) — 890 — 289 + 601 
New gold production (ad- 

Fusted o> Lewes a) eG fe 90d Oe et aK 
Tourist expenditures....... 52499 te Pee aS Say Sle 69 
Interest and dividends..... — 239 — 230 + 9 
Freight and shipping....... ae iA. 3 84. 9 te ge 33 
Inheritances and migrants’ 

TEE Mage OMe a rae teal SRN Cork 6 = 19 9 — 20 = 1 
All other current items..... Se Loge SS a 

Total current account.. —1,135 — 401 + 734 


The main factor reducing the current account deficit 
with the United States by $734 million in 1948 was the 
improvement of $601 million in the commodity balance. Of this 
improvement about $450 million is accounted for by an 
increase in the value of exports and $150 million by a reduc- 
tion in the value of imports. 

Increases in the physical volume of exports to the United 
States were particularly large in the cases of beef and beef 
cattle, coarse grains, poultry, lumber, aluminum, copper, 
nickel, zinc, and agricultural machinery and implements. 
Smaller relative increases in our large exports of wood pulp 
and newsprint made an important contribution to the overall 


increase. 
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Heavy exports of coarse grains and of beef and beef 
cattle to the United States occurred in the second half of the 
year when governmental policies affecting these commodities 
were revised. Export permits for coarse grains were granted 
freely after August 1 and large shipments of oats and barley 
to the United States followed. On August 16 export control 
of beef cattle and calves, dressed beef and veal and other 
edible beef and veal products, which had been in force since 
September 1942, was removed. The value of exports of beef 
cattle and beef products to the United States rose from 
practically nothing in 1947 to over $70 million in 1948. 


The decrease in the physical volume of imports was 
concentrated chiefly in consumers’ goods and in cars and 
trucks. Some decline from the large volume of imports of these 
goods from the United States in 1947 might have occurred in 
any event but much of the decline must be attributed to the 
operation of the Emergency Exchange Conservation Act. 
There was also a considerable diversion of crude petroleum 
imports from the United States to Venezuela. 


Examination of Table V will show that there was an 
improvement in nearly all the invisible items in 1948. Gold 
production increased, interest payments were lower and the 
freight and shipping bill was less. Particularly worthy of note 
is the improvement in the tourist account. About $40 million 
of the change was due to reduced expenditures in the United 
States by Canadians, resulting from the restrictions imposed 
on travel expenditures in November 1947 and the import 
restrictions on tourist purchases contained in the Emergency 
Exchange Conservation Act. The last-mentioned restrictions 
were removed on January 1, 1949. 


Examination of Table VI will show that in 1948 net 
capital movements with the United States were relatively 
small, apart from the change in official reserves and the 
Government of Canada’s new borrowing of $150 million. As 
in 1947 the largest outward flows were in connection with the 
retirement of United States dollar area holdings of Canadian 
debtor securities. But whereas such retirements totalled $227 
million in 1947 they amounted in 1948 to only $96 million, of 
which about half was payable in United States dollars and the 
balance in Canadian. Liquidation by residents of foreign 
assets resulted in considerable inflows of funds. There were 
also appreciable inflows of capital from abroad for direct 
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investment in Canada. Capital movements arising out of 
direct investment in Canada in 1948 and earlier years are 
discussed in some detail later in this Report. 


Balance of Payments with the Sterling Area and other ERP 
Countries 


Canada’s current account transactions with the sterling 
area and other ERP countries for 1947 and 1948 may be 
summarized as follows:' 


1947 1948 Change 

(millions of Canadian dollars) 

Commodity exports (adjusted)...... 1,448 1,292 — 156 

Commodity imports (adjusted)...... 406 554 + 148 

Commodity balance........... +1,042 + 738 — 304 
Balance from other current transac- 

LiOTSEIPEY FE! DAI a AIS Se TZ LA 8 

Current account balance....... +1,155 + 859 — 296 

Official relief contributions.......... = 7 - 13 — 6 
Current account balance exclud- 

ing official relief shipments... +1,148 + 846 — 302 


1The figures include all current account transactions with the United Kingdom 
and with the rest of the sterling area, details of which are shown in Table III. They 
also include transactions with France, Belgium-Luxembourg, the Netherlands, Norway, 
Sweden, Denmark, Switzerland, Portugal, Austria, Italy, Trieste, Greece, Turkey, and 
the Bizone andFrench zone of Germany, together with the dependent overseas terri- 
tories of these countries. These latter, with the United Kingdom and its dependent 
overseas territories and the two sterling area countries Iceland and Ireland, make up 
the membership of the Organization for European Economic Cooperation and are 
usually referred to as the ERP countries. The figures thus include Canada’s current 
account transactions with ERP countries plus those with the other British Dominions. 


Attention has already been drawn to the decline in Can- 
ada’s current surplus with these countries. The figures given 
above show that the change was almost entirely on commodity 
account. In terms of value it was accounted for about 
equally by a reduction in Canadian exports and an increase 
in Canadian imports. However, if allowance is made for the 
rise in both export and import prices in 1948 it is apparent 
that though there was an appreciable rise in the volume of 
imports into Canada from these countries the contraction in 
the volume of our exports was the more important factor in 
reducing our trade surplus. 
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Most of the decline in our exports was concentrated in a 
relatively few items. Shipments of wheat were lower because 
of the comparatively small crop in 1947. Exports of other food 
items were, on the whole, maintained although there was a 
substantial drop in shipments of apples, poultry, and some 
kinds of fish. For the year as a whole shipments of beef were 
about the same as in 1947 but they were all concentrated in 
the first five months. With the important exception of lumber, 
which dropped sharply, exports of non-food raw materials 
were substantially maintained. For manufactured goods, on 
the other hand, volume decreases were widespread. Quanti- 
tatively the decrease was greatest for autos, trucks and parts, 
exports of which to sterling area and other ERP countries 
fell by about $28 million or 36 per cent. A large number of 
other items showed appreciable declines, the principal excep- 
tions being ships, deliveries of which were unusually high, and 
some types of farm implements and equipment. 


The tendency for the decline in our exports to ERP 
countries to be concentrated on items other than foods and 
basic materials reflects the practice of ERP countries to 
use their dollar resources only for goods which are considered 
essential and are not available except for payment indollars. 
Nearly every appreciable decrease in our exports to sterling 
area and other ERP countries can be traced to a change in 
import policy on the part of the foreign government concerned. 


Canada’s imports from sterling area and other ERP 
countries in 1948 were about 35 per cent greater in value than 
in 1947. As prices were higher, the increase in terms of physical 
volume was much less. Practically the whole of the increase 
was due to larger imports from the United Kingdom. Most 
of the large increases were in textile products, but there were 
also substantial increases in our imports of whale oil, whiskey, 
automobiles, other engines, and various kinds of machinery. 


There is cause for some satisfaction in the increase in our 
imports from this group of countries in 1948. As has been 
stated above, it would be much more satisfactory to all con- 
cerned if any necessary reduction in the Canadian dollar 
deficit of the sterling area and other ERP countries were 
achieved by an increase in their exports to us rather than by 
a reduction in their imports from us. There is, therefore, 
reason for some concern that these countries did not export 
more to us, particularly in view of the fact that the neteffect 
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of the Government of Canada’s import restrictions in force 
during 1948 was to encourage imports from overseas countries. 
Notwithstanding the improvement noted, only 18 per cent 
of our imports came from the United Kingdom and other 
sterling area countries in 1948, compared to 29 per cent 
before the war. From the data available it would appear that 
in 1948 sterling area countries other than the United Kingdom 
shipped to Canada an even lower proportion of their total 
exports than in 1947. Exports from Western Europe and 
colonies to Canada were apparently no greater in volume in 
1948 than in the previous year. 


Government of Canada loans and relief contributions to 
finance exports to the sterling area and other ERP countries 
amounted to $553 million in 1947 and $132 million in 1948. 
Advances by the Government of Canada to the United King- 
dom under the $1,250 million credit of 1946 amounted to $52 
million in 1948, all in the first four months of the year. Early 
in 1949, the Government announced that, beginning in Janu- 
ary, releases at the rate of $10 million a month had been 
arranged on the balance of $235 million remaining on the 
credit. 


In 1948 the United Kingdom made repayments of $64 
million on the $700 million interest-free loan of 1942, compared 
with $104 million in 1947. At the end of 1948 the balance 
outstanding amounted to $304-1 million. 


Gross drawings, exclusive of interest funded, on 
Government of Canada credits established under the Export 
Credits Insurance Act totalled $90 million in 1948. Table ~ 
VII shows details of drawings and repayments by countries. 


Transactions with other Countries 


Current account transactions between Canada and all 
countries other than the United States, the sterling area and 
other ERP countries may be summarized as follows: 


ee 


1947 1948 Change 
(millions of Canadian dollars) 




















Commodity exports (adjusted).... 214 230 + 16 
Commodity imports (adjusted).... 178 247 + 69 
Commodity balance.......... + 36 — 17 -— 53 
Balance from other current trans- 
ACLIONG te hare Met See eee + 29 + 31 + , 
Cutrent account balance: .:.. - 865 Pep 1s ee Bt 
Official relief contributions........ —- 31 —- 6 + 25 











Current account balance ex- 
cluding official relief ship- 
TICTIUS? «bere eee + 34 + 8 — 26 


Our exports to a few of these countries increased appre- 
ciably but to most they decreased. There was an increase of 
more than $40 million in the value of crude petroleum received 
from South America, reflecting a diversion from the United 
States to Venezuelan sources of supply. 


THE UNOFFICIAL MARKET IN CANADIAN DOLLARS 


The structure and function of the unofficial market and 
the significance of the price quoted therein for the Canadian 
dollar were discussed in some detail in the Board’s Reports 
for 1946 and 1947 to which reference should be made for a 
full description. The unofficial market in Canadian dollars 
is a relatively small one. Essentially, it is comprised of the 
professional exchange traders in the United States who pro- 
vide facilities for residents of the United States who receive 
capital payments in Canadian dollars which are not convert- 
ible at the official rate of exchange, to dispose of these Cana- 
dian dollars to other residents of the United States, if they 
wish to do so, at a price in United States dollars agreed 
between the buyer and seller. 

As foreign exchange is made available by Canada from 
the official reserves and at the official rate for virtually all 
current account payments, Canadian dollars not convertible 
from the official reserves and at the official rate arise princi- 
pally from the repatriation of capital assets in Canada owned 
by non-residents, e.g. through the retirement of Canadian 
dollar bonds held by United States investors. For lack of a 
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better word such dollars are described as ‘‘inconvertible’”’ 
although they may be converted in the United States at the 
unofficial rate. ‘“‘Inconvertible’”’ dollars are not acceptable 
payment for exports from Canada nor for most types of - 
services performed by residents; consequently they are pur- 
chased mainly to pay for investments or tourist expenses in 
Canada. When they are used to purchase Canadian invest- 
ments there is no net withdrawal of non-resident capital 
from Canada. One United States resident receives ‘‘incon- 
vertible’’ Canadian dollars in return for selling a Canadian 
asset; he may have some use himself for Canadian dollars, 
but if he has not he can sell them in the unofficial market to 
a second United States resident who uses them to purchase a 
Canadian asset. The first has withdrawn capital from Canada 
but the second has introduced an equivalent amount of capital 
into Canada. There is no change in the total United States 
investment in Canada but different Canadian assets are held 
by different residents of the United States. It is this sort of 
switching and redistributing among themselves of the Cana- 
dian assets owned by residents of the United States which 
constitutes the major part of the transactions in the unofficial 
market. 


When, on the other hand, “‘inconvertible’’ dollars are 
used by residents of the United States dollar area to meet 
travel expenses in Canada there is a net withdrawal of capital 
from Canada. In this case the final result is that Canadian 
assets originally owned by residents of the United States are 
acquired by Canadians in exchange for tourist services. 
However, the greater part of United States tourist expenditure 
in Canada is in the form of United States funds rather than 
of ‘“‘inconvertible’’ Canadian dollars. 


Figures, based upon reports received from the banks of 
transfers of Canadian dollars to the accounts of residents of 
the United States dollar area, have now been compiled to 
show the sources of supply of “‘inconvertible’’ Canadian 
dollars... These figures appear in Table VIII. The supply of 





1Data on the use of Canadian dollars by non-residents are derived from reports 
received of debits to non-resident accounts. As reports are not normally obtained of 
individual debits below a certain exemption limit, it is not possible to produce accurate 
statistics of all the uses made by non-residents of Canadian dollars acquired in the 
unofficial market. However, the principal uses, aside from tourist and money order 
settlements, are for the purchase of Canadian domestic securities by non-residents, 
direct investments in Canada by non-residents and migrants’ transfers. 


19 


‘“inconvertible’’ funds to the unofficial market itself is, of 
course, considerably smaller than the amounts shown in the 
table because many non-resident recipients of Canadian 
dollars use them directly in Canada and do not dispose of 
them in the unofficial market. It is apparent that only a very 
small proportion of Canada’s international transactions, which 
aggregated many billions of dollars in 1948, pass through the 
unofficial market. 


_LABLE: VL Ul 


Sources of Supply to Residents of the U.S. Dollar Area of Cana- 
dian Dollars Not Convertible at the Official Rate of Exchange 


(millions of Canadian dollars) 


1945 1946 1947 1948}! 

Repurchase by Canadians of out- 

standing Canadian securities reg- 

istered with F.E.C.B. and eligible 

for resale in Canada........ 28 46 40 50 
Retirement of Canadian securities 10 34 42 44 
Principal repayments and repatria- 

tion by Canadians of other non- 











resident assets in Canada....... 25 51 43 33 
Loans a0 VanCes,ClGa.. . < eae eee ps 1 — 1 
Sundry personal remittances....... — 1 2 — 
Estate and trust settlements...... 8 1} 13 13 
Emigrantstranslers stat al eae 0. 9 20 29 29 
Canadian cash and travel instru- 

ments returned by foreign banks es 24 3 1 

otal, Dale b0s Ne 97 188 172 171 


Change in Canadian dollar bank 
balances held by U.S. dollar area 


TESIGCU Ler ca ey Ale eee +43 +36 — 20 —13 
Average price of the Canadian dollar 
in U.S. funds in New York...... 90-567 9993300792" UC PaO 1 ec! 





1Preliminary. 


It was pointed out in the Board’s Report for 1947 that 
the demand of United States residents for Canadian invest- 
ments is very much affected by factors other than the price of 
the Canadian dollar. Although the average rate of about 
905 cents U.S. prevailing during the last six months of 1947 
was no higher than that for most of 1943, 1944 and 1945, the 
response of different groups of United States investors varied 
greatly. Capital inflow for direct investment in Canadian 
industry by United States investors continued at a substantial 
and even accelerated rate, but in 1947 non-residents were net 
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sellers of publicly-issued Canadian securities, whereas in the 
earlier years they were net purchasers. 

During 1948 heavy non-resident demand for Canadian 
dollars for direct investment and for tourist use, coupled with 
a somewhat smaller supply from authorized principal repay- 
ments and repatriation by Canadians of other non-resident 
direct investment in Canada, caused the unofficial rate to rise 
from about 89 cents U.S. at the beginning to about 92 cents 
U.S. at the end of the year. The price was forced up until it 
became sufficiently attractive to induce non-residents to 
reduce their holdings of Canadian securities eligible for resale 
in Canada (most of which had been purchased during the war 
years when the unofficial rate was 903 cents U.S. or less), 
thus providing the market with sufficient additional funds to 
meet demand at this price. The most significant development 
reflected in the unofficial market in 1948, as in 1947, was the 
transfer of Canadian dollars from United States investors who 
wished to reduce their portfolio holdings of Canadian securities 
eligible for resale in Canada to other United States investors 
who wished to increase their direct investment in Canadian 
industry. Thus, while an important group of United States 
investors chose to increase their direct investment in Canada, 
outstanding Canadian dollar bonded indebtedness to the 
United States was reduced substantially through retirements 
and repurchases. 


CAPITAL INFLOW FROM UNITED STATES FOR DIRECT 
INVESTMENT 


In recent years there has been a steady increase in the 
inflow of capital from the United States for direct investment 
in Canada. Figures are given in Table IX below showing the 
annual inflows of funds from the United States dollar area for 
investment in Canadian properties and businesses, as distinct 
from portfolio investments in public issues of Canadian secur- 
ities and various forms of short-term capital movement. In 
addition to these fresh inflows of funds, another form which 
direct investment in Canadian business has taken is the 
ploughing-in of earnings instead of their transfer to the non- 
resident parent company. The following table also gives 
figures for the annual increase in the value of all United 
States direct investments in concerns in Canada reflecting this 
last-mentioned factor and liquidations as well as fresh inflows 
of funds. 
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TABLE IX 


Inflow of Capital from U.S. Dollar Area for Investment in 
Canadian Properties or Business, and Increase in the Book 
Value of U.S. Direct Investments in Canada 


(millions of Canadian dollars) 


Inflow Change in book value 
of of U.S. direct invest- 
funds! ments in Canada? 

uO PEST re RN nar de ee Rea 1/ + 117 

1 O4 Qi Beet ae tare er Sete tae At + 124 

FOE ARIMA ERIE IEE Sire 48 + 117 

6948 dR a Be 68 not available 


1Excluding loan companies. 

2Source: Dominion Bureau of Statistics. It should be noted that a direct com- 
parison between this series and the other series on inflows of funds is not strictly valid, 
as the two series are based upon different classifications. 


In the case of direct investment there is normally a close 
relationship between the inflow of capital and the develop- 
ment of Canadian resources. Inflows for direct investment 
arise out of the decisions of non-resident investors to build 
factories or open mines or drill oil wells, etc. in Canada. Such 
inflows therefore contribute directly to, and are reflections of, 
the physical development of Canada’s natural resources. 
They generally involve, moreover, the provision of experience 
and “‘know-how’”’ by the non-resident investors. In this way, 
foreign skills and techniques supplement foreign risk-capital 
in the direct investment field. 


Decisions by non-residents to undertake direct invest- 
ments in Canada are generally based on long-term expecta- 
tions. The physical assets produced or acquired by the 
capital inflow are likely to be much less liquid than marketable 
securities. Direct investments are therefore customarily not 
undertaken unless they are viewed as more or less permanent. 
Those who are in search of liquidity or who are influenced 
by speculative considerations choose some other form of 
investment. 


It is apparent from the above table that the factors which 
operated to reduce the purchase of publicly issued Canadian 
securities by United States investors in recent years have not 
acted as a deterrent to the provision of very large amounts of 
risk capital for direct investment in Canadian business. 
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CHANGE IN EXCHANGE CONTROL POLICIES AND METHODS 


Only minor and for the most part technical changes were 
made in the Foreign Exchange Control Regulations during 
the year. Certain modifications in administrative policy 
were, however, introduced, the most important of which are 
referred to below. 


New Direct Foreign Investments by Canadian Residents 


Since the latter part of 1948, sympathetic consideration 
has been given to applications by residents who wish to obtain 
United States dollars to exploit patent rights abroad, acquire 
distribution franchises abroad similar to those operated in 
Canada and to establish businesses abroad of the same type as 
those carried on in Canada by the applicants. Prior to that 
time, applications to make new direct capital investments in 
United States dollars were approved only in cases where they 
would produce exports from Canada or secure necessary 
sources of imports. In both types of applications, where 
appreciable amounts are involved, financing from non-resident 
sources is ordinarily required. 


Dividends and Profits to Parent Companies and Head Offices 


Since November 1948 favourable consideration has been 
given to applications by Canadian subsidiaries and branches 
of foreign companies who had an accumulation of earnings 
made since 1939 to remit more than one year’s accumulated 
earnings in cases where their net cash position is abnormally 
large and clearly surplus to their actual and anticipated 
requirements. Previously remittances of earnings were 
limited to one year’s earnings during each fiscal year of an 
applicant. 


Capital Withdrawals by Non-Residents 


As indicated in the previous Report, certain types of 
payments by residents to non-residents which represent with- 
drawals of capital from Canada by the latter have been 
approved only on condition that the non-residents simul- 
taneously reinvest the Canadian dollars in certain types of 
Canadian domestic securities. These securities they were 
then free to sell on the United States market. This procedure 
had the disadvantage of increasing the cost to Canadians of 
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acquiring productive capital assets owned in Canada by non- 
residents since the discount on Canadian domestic securities 
in the United States market has been greater than that on 
Canadian dollars. Since the latter part of 1948, applications 
have been considered for the acquisition from non-residents 
for Canadian dollars, without requiring reinvestment, of assets 
such as timber limits and mining, oil and gas properties 
which are required in connection with operations being carried 
on in Canada by the residents and also for the acquisition by 
residents of outright ownership or effective control of non- 
resident owned or controlled productive enterprises in Canada. 


Travel 


In November the Board was instructed to limit the 
amount of United States dollars made available to Canadian 
residents for travel except for business, health or educational 
purposes to $150 per person ($100 in the case of children 
under 11) during the period from November 16, 1948 to 
November 15, 1949. This is the same as the travel ration 
for the preceding twelve-month period. 


Miscellaneous Remittances 


In May 1948 the Regulations were amended to reduce 
from $25 to $10 the general exemption from completion of a 
permit form for applications for United States dollars in 
forms other than currency. At the same time the authority 
of banks and other agents to sell United States dollars for 
benevolent remittances was reduced from $25 to $10 per 
applicant per month. This was done to enable the Board to 
give more careful scrutiny as to the bona fides of applications 
for United States dollars for these purposes. Applications 
for larger amounts may, of course, be referred to the Board 
and are given careful consideration on their individual merits. 


Exports of Goods 


Under the Foreign Exchange Control Act a permit from 
the Board is required for the sale of goods for export from 
Canada otherwise than on terms providing for payment of 
the fair value within six months in a currency designated as 
acceptable therefor. In general the currencies designated by 
the Regulations are as follows: 
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1. Exports to any destination—United States dollars or foreign 
currencies which are freely convertible into United States dollars; 


2. Exports to sterling area countries—sterling, other sterling area 
currencies which are freely convertible into sterling, or Canadian 
dollars paid from sterling area accounts; 


3. Exports to special arrangement countries (e.g. France, Belgium, 
Luxembourg, Netherlands, Norway, Czechoslovakia, Egypt 
and Palestine)—Canadian dollars paid from special arrangement 
country accounts. 


Until recently there was little occasion for Canadian 
exporters to seek to export on terms other than those specified 
above. With the growing severity of import restrictions 
imposed by many countries, however, an increasing number 
of cases have arisen where Canadian exporters find it 
impossible to sell goods on the prescribed terms of payment. 
In these cases alternative proposals for payment are sometimes 
made by foreign buyers and, where they are acceptable to 
the Canadian exporters, the Board has indicated its readiness 
to consider applications for the necessary permits. The 
following appear to be the main types of case which warrant 
consideration: 


1. Exports for payment in the appropriate currencies but where 
payment is to be deferred beyond the normal six-month period. 


2. Exports to previously established markets for payment in 
“blocked”? foreign currencies, i.e. foreign currencies which are 
not freely convertible into United States dollars or sterling. In 
these cases, the exporter must, of course, be prepared to assume 
the risks involved of being unable to convert the foreign currency 
into Canadian dollars for an indeterminate period. 


3. Exports to non-sterling area countries for payment in sterling 
where the United Kingdom exchange control authorities are 
prepared to authorize the foreign importer to transfer the sterling 
to the Canadian exporter. As noted in the previous Report, in 
August 1947 the United Kingdom announced that it found it 
necessary to reimpose restrictions on the transferability of sterl- 
ing, including transfers between non-sterling area countries and 
Canada. In December 1948, the United Kingdom indicated 
that it was prepared to authorize transfers of sterling to Canada 
from Iran in payment for exports to that country but, with this 
exception, the Board is not aware of other cases where the United 
Kingdom is prepared to authorize importers in non-sterling area 
countries to pay sterling to Canada for exports. 


4. Exports to be paid for by the acceptance of goods of equivalent 
value. 
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FINANCIAL STATEMENTS 


Assets and Liabilities 


The assets of the Exchange Fund Account at the end of 
1948, as shown in the statement attached, were mainly gold, 
United States dollar balances and investments in United 
States Government securities. Sterling holdings consisted of 
working balances and no other currencies were held in the 
Exchange Fund Account. 

The principal liability of the Exchange Fund Account at 
the end of 1948 consisted of advances by the Minister of 
Finance from the Consolidated Revenue Fund. Net advances 
of $520 million were received during the year as additional 
Canadian funds were required to finance the increased holdings 
of gold and United States dollars. Other liabilities consisted 
almost entirely of the excess of revenue over expenditure for 
the year which is transferable to the Consolidated Revenue 
Fund in accordance with the provisions of the Foreign 
Exchange Control Act. 


Statement of Revenue and Expenditure 


The excess of revenue over expenditure for the year 
amounted to $8.6 million compared with $10.8 million in 1947. 
The spread of § per cent between the rates for buying and 
selling exchange! is realized by the Exchange Fund Account 
when exchange previously purchased or held in the Account 
is sold; the decline of $2.9 million in earnings from this source 
was due to a decrease in sales of United States dollars. 
Average holdings of foreign balances and investments were 
slightly lower in 1948 than in 1947, but earnings from these 
sources were $1.0 million higher, due mainly to an increase 
in the yield obtainable on United States Government securi- 
ties. Advances from the Consolidated Revenue Fund, on 
which interest continued to be paid at the rate of 3 per cent 
per annum, averaged slightly less in 1948 than in the previous 
year with a consequent reduction of $0.3 million in interest 
charges. Commissions paid to banks on their purchases and 
sales of exchange continued at the rate of 3/32 per cent but 
were $0.2 million larger in 1948 because of an increase in the 
amount of total purchases and sales. 

1 The rates of exchange in force throughout the year were as follows: 
U.S. dollars—buying — par 
—selling — % % premium 
Sterling —buying — $4.02 
—selling — $4.04 
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Gold Transactions 


Gold held in the Exchange Fund Account increased in 
1948 by $114.7 million representing almost entirely current 
gold production purchased from the Minister of Finance. 
The only sale of gold during the year was a small amount to 
cover requirements of Swiss francs. 


Operating Expenses 


The administrative expenses of foreign exchange control, 
with the exception of commissions payable to the banks, are 
not reflected in the Exchange Fund Account since in accord- 
ance with the Foreign Exchange Control Act, the Bank of 
Canada furnishes the necessary staff, premises, office supplies 
and equipment, and other expenses are met out of moneys 
appropriated by Parliament. 

The number of Bank of Canada staff engaged on duties 
for the Board was 472 on December 31, 1948, compared with 
420 at the beginning of the year. The increase was due to a 
continued rise in the volume of foreign exchange and other 
transactions coming under the Board’s review and added 
duties arising out of the exchange conservation measures 
introduced by the Government in the latter part of 1947. 
These were reflected in an increase in the overall cost of 
administration from $810,668 in 1947 to $1,334,930 in 1948}, 

In conclusion I wish to express my appreciation of the 
continued efficiency and devotion to duty of members of the 
staff. 


I am, Dear Sir, 
Yours faithfully, 


Gy ESTOWERS, 








Chairman. 
1 Cost of administration in 1948 was made up as follows: 

Expenditures by Bank of Canada for staff, premises, 

office supplies and equipment and travelling 

ER DCH SOGr soa Ter ere Goes aaa Sic Ri agg PRE wink eile woe $1,067,911 
Expenditures out of Parliamentary appropriation 

Postaceandsexpresss 2005 Ge cso. val Roe. « $ 4,071 

Telegrams and telephones...............:- 28,254 

Stationery and sprintine sone +. 4 4c os ces 82,130 

Publieinformation-provrank oo. 7 e. 2-222. 99 ,957 

Penforcement. jie oh ee Go fe ae hs 15 215 

(Sosr Ot COM. SHIPINEN ts tae aot Beck, uy ce kk pe SS 

BiispellaneOus: ao ceo s Oe Se oes Ma eee 10,204 267 ,019 

$1,334,930 
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AUDITOR GENERAL'S REPORT 


I have examined the transactions in connection with the Exchange 
Fund Account for the year ended December 31, 1948, and have obtained 
all the information and explanations I have required. In my opinion 
the transactions have been in accordance with the provisions of the 
Foreign Exchange Control Act, and the above statement exhibits a 
true and correct view of the state of the Account as of December 31, 
1948. 


WATSON SELLAR, 
Auditor General. 
Ottawa, Canada, 
February 2, 1949. 


MEMBERS OF FOREIGN EXCHANGE CONTROL 
BOARD 


Chairman: G. F. Towers, Governor of the Bank of Canada (or in his 
absence the Deputy Governor). 


W. C. CLARK, Deputy Minister of Finance. 

L. GERMAIN, Director of Operations, Post Office Department. 

M. W. MACKENZIE, Deputy Minister of Trade and Commerce. 

A. D. P. HEENEy, Under-Secretary of State for External Affairs. 

D. Stm, Deputy Minister of National Revenue, Customs and Excise. 


L. RASMINSKY, Executive Assistant to the Governors of the Bank of 
Canada, Chairman (Alternate). 


A. LALONDE, Solicitor, Post Office Department, Alternate to 
L. GERMAIN. 


J. J. DeEutscu, Director, Economic Relations Division, Department 
of Finance, Alternate to W. C. Clark. 
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OFFICERS 


Chairman: G. F. Towers, Governor of the Bank of Canada (or in his 
absence the Deputy Governor). 


Chairman (Alternate): L. RAsMINSKy, Executive Assistant to the 
Governors of the Bank of Canada. 


Assistants to the Chairman: 


L. P. Satnt-Amour, Assistant Deputy Governor of the Bank of 
Canada, 


D. G. MARBLE, Secretary, Bank of Canada. 


Advisors: 


Foreign Exchange: S. Turk, Chief of the Foreign Exchange Div- 
ision, Bank of Canada. 


Securities: J. E. CoyNE, Securities Advisor and Executive Assistant 
to the Governors of the Bank of Canada. 


Statistics and Research: J. R. BEaTtTiE, Chief of the Research 

Department, Bank of Canada 

Secretary: R. H. TARR 

Commercial Section-Distributors: A. O. GIBBONS 

Commercial Section-Producers: G. ABRAMS 

Enforcement Section: R. LANG 

General Section: H. S. HOLLOWAY 

Insurance Section: H. G. JOHNSTON 

Interest and Dividends Section: J. P. BARWIckK 

Securities Section: C. E. FAIRWEATHER 


Statistics and Research Section: C. D. BLYTH 


BRANCH OFFICES 


PIL GUC Ce COOL ne a warn et Nc Rags. t) Buh Yenl eae L. BoISSONNAULT 
SRGEOU Uae COTES ere, Ses a We, fa Reh ne Wns Nites R. F. B. TayLtor 
ATICOUMCISET SAG ton ey ee eae A le eM at. io ahh E. M. JOHNSTON 
VIDS T OT Laer aes oe Lenin Sah ee Lk da ero LOCKIE 
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